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Discussant's Response to
The Case for the Structured Audit Approach
Gary L . Holstrum
University of Southern California
My comments on this paper relate to two overriding factors. The first is my
basic agreement with the argument for a structured audit approach, and the
second is my disagreement with the polar extreme used by Mullarkey to
describe what he calls the "predesigned" audit approach. With respect to the
first factor, many of the participants in this symposium are already aware of my
advocacy of a structured audit approach. During the past few years, I have
argued in support of such a structured approach—with a related overall
conceptual framework and integrated decision aids—in various articles, conference papers, and seminar presentations. It seems appropriate and fair for me
to disclose my prior orientation and biases regarding this topic. When I
originally read this paper, I dutifully attempted to be very critical and
immediately made numerous critical comments. However, after reading the
Sullivan paper, which is presented at this symposium as a case against a
structured audit approach, I realized that any criticisms I had of the Mullarkey
paper were relatively editorial.

Polar Extremes
With respect to the second factor, I take issue with the polar extreme used
to describe the predesigned approach in Mullarkey's presentation of his
trichotomy of audit approaches (unique, structured, and predesigned). Specifically, I question whether any firm that is actively engaged in audit practice
could appropriately be placed in the "predesigned approach" category.
According to the author, an important characteristic of a "predesigned"
approach is its failure to evaluate the audit risks of specific clients and to adapt
the audit approach in response to such specific client risk. In describing the
predesigned approach, Mullarkey states: "The specific amount of audit
activities subject to some tailoring is designated without specific consideration
of risk in this engagement." I am unaware of any firm that engages in audit
practice that has a policy of not giving consideration to audit risk in the specific
engagement. Furthermore, the only comparative study of audit approaches of
firms conducted to date (Cushing and Loebbecke) did not find any firms that
could appropriately be placed in the "predesigned" approach category upon
the basis of this criterion.
1

Comparison with the Cushing and Loebbecke Study
Cushing and Loebbecke conducted a comparative analysis of the auditing
methodologies of all of the "Big 8" firms plus four other large national
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accounting firms. The 12firmscooperated in the study by supplying their audit
practice manuals and related materials to the researchers and designating a
liaison person to help interpret such materials. Let us consider some similarities and differences between this paper and the Cushing and Loebbecke
study. Mullarkey's definition of a structured audit approach is similar to that of
Cushing and Loebbecke in the sense that both definitions indicate that a
structured approach would include a meaningful frame of reference that
interrelates various components of the audit through the use of a set of
guidelines and a definite pattern of organization. However, Cushing and
Loebbecke included in their description an important property that characterized firms with a structured approach: the development and implementation
of various decisions aids to enhance the quality of audit judgments beyond the
placement of complete reliance on subjective judgment. I believe the concept of
using decision aids should be incorporated into the definition of a structured
audit approach.
Cushing and Loebbecke attempted to identify some dimension that would
best explain the basic similarities and differences among the firms, and they
determined that the dimension with the greatest explanatory power was the
degree of structure employed in the audit approach. They found that the firms
in the study could appropriately be arrayed along a continuum representing
degree of structure such that two firms were "highly structured," four firms
were "semi-structured," four firms were "partially structured," and two
firms were "unstructured."
The Cushing and Loebbecke study revealed two important facts about the
most highly structured firms that are relevant to the Mullarkey paper. First,
both of the "highly structured'' firms explicitly consider and adjust for the audit
risk of the specific client engagement. Concerning the two "highly structured"
firms, Cushing and Loebbecke state: "Both utilize explicit criteria for evaluating materiality and risk to shape their overall audit approach to each engagement." Second, both of the "highly structured" firms in the study made
extensive use of decision aids in many aspects of the audit process.

General Comments on the Paper
I have three general comments regarding this paper. The first is that the
"predesigned" audit approach is basically a "straw man" or a "null set" in
that no known firm fits into that category; i.e., no existing firm has been
identified that has a policy of not considering the audit risk of the specific client
engagement.
The second general comment is that the discussion of the structured
approach is mostly a reiteration of some basic ideas that are already found in
the Statements on Auditing Standards and that should apply to all approaches,
not just to a structured approach. Mullarkey discusses how the structured
approach develops an understanding of the client's business, evaluates the
client's specific audit risk and internal accounting control, and adjusts substantive tests accordingly. These concepts are well ingrained in current professional guidelines, especially the recently issued SAS 43, "Omnibus Statement
of Auditing Standards,'' and SAS 47, "Audit Risk and Materiality in Conducting
an Audit."
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The third general comment is that the paper would be more helpful if it
included specific examples of how a structured audit approach could use
decision aids in various aspects of the audit. It would be helpful to know how
the nature of decision aids should vary for the different types of information
processing represented in Mullarkey's Financial Information Continuum in
Figure 2. For example, for the "purely factual" information, auditors may
utilize relatively simple decision aids such as flowcharts, decision tables, or
statistical formulas. For "interpretive/allocative" information, decision aids
may take the form of worksheets, checklists, or questionnaires that help
remind the auditor of various accounting and auditing guidelines that should be
considered. For "purely predictive" information, more complex decision aids
may be needed, such as financial planning models or artificial intelligence
(decision-support) systems.

Specific Comments
I have four specific comments that are limited to particular sections of the
paper:
1. Although I generally agree with the definition of a structured audit
approach offered on the study's first page, I believe reference to a
"predetermined way of proceeding" is inappropriate. The use of
the word "predetermined" seems to be more consistent with what
Mullarkey calls the "predesigned approach" and is not a necessary
(nor even desirable) characteristic of a structured approach.
2. Mullarkey discusses audit strategy for interpretive and allocative
aspects of financial information, which comprise only a part of the
audit, by stating: "This part of the audit addresses whether all the
underlying events and transactions have been presented in conformity with generally accepted accounting principles in the financial
information to be presented." My contention is that this statement
describes what should be the objective for the entire audit process,
not for just the interpretive and allocative aspects.
3. The paper indicates that audit work for both the "unique" and
"predesigned" approaches is usually arranged in relation to account
balances, whereas the work for a structured approach is arranged in
relation to both balances and transactions. I would maintain that
there is nothing in the nature of either the "unique" or "predesigned" approaches (as defined in the paper) that would preclude
or even discourage arranging audit work in relation to both balances
and transactions.
4. Regarding the relative efficiency of the various audit approaches,
Mullarkey states: " . . . if the firm is oriented to delivering an audit
at least cost, then the time spent by people struggling with risks and
how risks can be met in specific circumstances may not turn out to
be the way to accomplish that objective most effectively.'' I disagree
with the implications of this statement. In my opinion, analyzing the
audit risk associated with specific client circumstances and adapting
subsequent audit work accordingly are crucial factors in conducting
an efficient as well as an effective audit.

Summary
By far the most important point to be emphasized in my evaluation of this
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paper is that I wholeheartedly agree with the basic principles of a structured
audit approach. Although I basically agree with Mullarkey's description of the
desirable components of a structured approach, I believe his description of the
"predesigned approach" represents a polar extreme that cannot be found in
any existing firms. Furthermore, the paper could be improved significantly by
adding specific examples of decision aids applicable to various aspects of the
audit process. Finally, the paper provides a useful basis for dialogue concerning
the proper approach for integrating microcomputers and decision aids into the
audit process.
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